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CENTRAL INTELLIGENCE AGEMNCY
Directorate of Intelligence
February 1971

INTELLIGENCE MEMORANDUIM

Cooperative Ventures Between Eastern Europe
And The West: An Overview

Introduction

The purpose of this memorandum is to examine
joint wventures, especially production ventures,
between Eastern Europe* and the West. Investment
by Western firms in Yugoslavia, the only country
under consideration that now permits foreign in-
vestment, is also examined. This memorandum looks
at East European reasons for pushing joint ventures
and the degree of success realized in fulfilling
these goals. Also, it examines the pros and cons
of Western, including US, involvement in joint pro-
duction ventures with Eastern Europe.

What is a Joint Venture?

l. The definition of a joint wventure varies
considerably from writer to writer. Some use the
term loosely to include cooperation agreements that

* Throughout this memoragndum the term Eastern Europe
18 used to refer only to Bulgaria, Czechoslovakia,
East Germany, Hungary, Poland, and Romania. Yugo-
galav joint ventures with the West are considered
geparately.

Note: This memorandum was prepared by the O0ffice
of Economiec Research.
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are in essence little more than barter arrangements.¥*
Under this category would fall the Romanian-British
agricultural produce-for-irrigation-equipment deal
and the Soviet-West natural-gas-for-pipe transactions.
Unless otherwise indicated, the term joint venture
will be used in this memorandum more narrowly, to
include production agreements in which one partner
supplies the capital and entrepreneurship and the
other partner provides the plant, labor, and raw
materials; marketing arrangements that attach a
Western trademark to Eastern goods or provide for
their distributior. through a Western sales network;
joint shipping companies; and a series of tourist-
related activities. In many cases not enough de-
tails are known to determine whether or not a given
agreement is a joint venture under this definition.

Historx

2. Since 1964, Eastern Europe has entered into
about 200 joint ventures and other cooperative
agreements with the West. Of these, Hungary -- by
far the most active of all East European countries
in this area -- is involved in more than one-half.
During 1964-69, Hungarian industrial enterprises
concluded about 100 (42 in 1969 alone) cooperation
agreements of varying complexities with Western
countries. More than one-half of these agreements
reportedly were concluded in the machine building
industry. The chemical industry accounted for the
second largest share. In addition to industrial

* The Hungarians have defined cooperative agree-
ivents as including any combination of the following
factors: (1) sales of licenses, patents, technical
know-how; joint research and development projects;
feed-back of resulting know-how; (2) product speciali-
zation on an international basis, sometimes referred
to in terms of "international division of labor”
(this ecan involve exchanges of materials, semi-manu-
factures and components, or even finighed goods); (3)
supply of plant machinery and equipment, as well as
poseible credit arrangements; and (4) marketing
arrangements through mutual use of sales organiza-
tions in specified territories.
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production agreements, Hungary reportedly had by
mid-1970 about 25 joint enterprises with the West
for trade and marketing purposes. Yugoslavia is
the only Communist European country that has so far
permitted direct investment by the West.

3. The Western firms that have been most active
in joint ventures are based in West Germany, France,
Austria and Great Britain, and in the case of Yugo- -
slavia, Italian firms lead the list. In October 1970,
West German Minister for Economics Dr. Karl Schiller
said that 21 West German firms had 26 cooperation
agreements with Hungarian companies.

4. In most instances of industrial cooperation
the Western partner has provided the capital,
technology, and entrepreneurship, whereas the East
European partner has supplied the plant, labor, and
raw materials. In a few instances, the East Europeans
have sold a license to a developed Western country.
In 1966, for example, the Czechs and West Germans
agreed to t.ae construction in Bavaria of an assembly
plant and service center for Skoda automobiles. In
addition, joint ventures have been set up in which
the East European and Western partners jointly
construct a plant in a third country. For example,
in August 1970 Skoda-Export of Czechoslovakia and
Babcock-Atlantique of France signed a contract with
the Algerian State Electricity and Gas Board to
provide $26 million worth of equipment for the con-
struction of a thermal power station at Skikda in
Algeria. Also, the BEast Europeans are providing
capital within the framework of joint ventures to
the less developed countries. The Czechs agreed in
the spring of 1970 to supply almost two-thirds of
the capital and provide machinery and marketing
outlets for a tannery to be built in Uruguay under
the auspices of a Czech~-Uruguayan mixed company.

5. Activity and results in the area of joint
ventures have so far been meager. The precise
value of all joint venture agreements concluded
between Eastern Europe and the West is not known,
but the exchange of commodities involved has been
small relative to total East-West trade. Since
putting into effect in July 1967 the reguliation
permitting foreign investment, the Yugoslavs have
attracted only $40 million of Western capital.
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The East Europeans have realized little of what they
most desire from joint ventures -- advanced technology,
capital, ard increased opportunities for hard cur-
rency earnings.

What the East Europeans Want -- and What They Have
Received

Advanced Technology

6. The East Europeans look to advanced technol-
ogy rather than to changes in the economic structure
for the stimulation of their economies. They particu-
larly desire Western technology to develop their
manufacturing industries, which account for the bulk
of planned industrial growth. Licenses alone are
often not enough, because the East Europeans are
frequently unable to handle the technology they have
received without technical assistance. They realize
that in many cases they need not only the license
but also the expertise and in some cases the machinery
and equipment. The Poles, for example, purchased a
license from the British about three years ago for
computer line printers. Recently the Poles came
back to the British for a complete technical as-
sistance package on the printers. Western Ffirms
are hesitant to release their newest technology
to possible competitors or to producers who may not
be able to meet their standards of quality. Many,
if not most, joint production ventures place the
East Europeans in the position of subcontractors =--
producing components for the Western firms. Thus
the East Europeans' technological gains from the
joint ventures entered into so far have been quite
limited. The East Europeans will, however, continue
to push these ventures because advanced technology
is only obtainable from the West; with few exceptions
it is not obtainable from the USSR. Some examples
of joint production ventures in Eastern Europe and
Yugoslavia are given in Appendix A.

Increased Hard Currency Exports

7. The East Europeans hope that by gaining
Western technology and quality standards they can
greatly increase their exports, especially of manu-
factures, to the developed West. (Often the item
involved will bear a Western trademark or a joint
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East European-Western trademark, which helps in the
selling.) The Poles, for example, have expressed
concern over the small share of machinery and equip-~
ment -- only 4% in 1969 -- in their total sales tn
Western Europe and feel that a substantial improve~
ment in their trade relations with Western Europe
can come about in part by expanding industrial co-
operation between the Polish engineering industry
and West European firms. The Poles also have ex-
pressed much greater interest in ventures involving
production for sale to the West than in those in-
volving sales to other Communist countries.

Advanced Marketing Facilities and Techniquesg

8. In most cases of joint production ventures
in which the West agrees to take part of the product
involved, the Western firm will either do the marketing
itself or get another Western firm to market the
item. 1In addition, a number of joint ventures have
been established solely for marketing of East European
goods in the West, and of Western goods in Eastern
Europe (see Appendix B). These ventures, hesides
helping to promote sales of East European products,
can also serve to familiarize East Europeans with
Western marketing techniques.

9. It is difficult to determine the success of
these ventures in increasing East European exports
primarily because of the possible substitution
effect. Thus, for example, a Western company that
entered into an agreement with an East European
country for marketing chemicals might replace part
or all of the chemicals already purchased from that
country with those imported under the joint venture.

Development of Tourism

10. Joint ventures involving tourism are one of
the more sttractive possibilities for the Western
firms involvecl because they offer much greater as-
surance of hard currency earnings than do production
ventures =-- and thus greater assurance of repayment
of investment. For the East Europeans, the develop-
ment of tourism nets hard currency earnings without
as large an investment or as much risk as would be
entailed in a joint production venture. In addition,
cooperation with the West in the construction of
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hotels and service stations gives the East Europeans
practical access to Western business methods. Of
Western countries the United States, perhaps because
of its superior expertise, has been most active in
this area (see Appendix C).

Other Gains

11. In addition to advanced technology and in-
creased hard currency earnings from exports to the
West, the East Europeans may reap some of the fol-
lowing benefits from joiiit ventures: employment of
unemployed or underemployed labor, training of
labor, improved management techniques, and exports
of plants to the less developed countries. Joint
ventures with the West have provided the East
Europeans with some gains -- but nothing spectacu-
lar -- in all of these areas. The East Europeans
are pushing joint ventures with industrialized
Western countries in third countries, presumably in
order to make sales they could not otherwise con-
clude because they lack some of the technology for
constructing the plant wanted.

Western Involvement ~- Pros and Cons

12, Joint production ventures can help Western
firms penetrate East European markets and may give
them access to cheap and plentiful labor (except in
East Germany and Czechoslovakia, where labor shortages
exist). The availability of labor would permit the
elpansion of plant capacity which in some cases is
limited in the West. Mr. Robert Stevenson, President
of Ford International, stated in March 1970 that Ford
was interested in cooperation with Eastern Europe and
Yugoslavia in the truck-bus-auto field because of Ford's
production difficulties in Western Europe resulting
fron manpower shortages and component supply problems.
He claimed that Ford could have marketed 300,000 more
units in 1969 if the company could have produced the
vehicles.

13. The potential disadvantages of entexing joint
production agreements with Eastern Europe would,
however, appear to be formidable. In addition to the
usual difficulties of trading with Eastern Europe =~-~
the slow decision-making process which results in
dragged-out and costly negotiations, the limitation
of not being able to deal directly with the East
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European enterprises, and the increasing insistence
of the East Europeans on barter deals =-- the es-
tablishment of joint ventures in Eastern Europe
Creates problems connected with the protection of
the Western firm's reputation, technology, and
markets., Western companies hesitate to attach their
trademark or accept for their own use products or
components produced in plants over which they have
little or no control and in which generally low
quality standards exist,

l4. Even if West European firms are permitted
to invest in East European enterprises, they may
not be able to gain as large a voice in management
as they would consider essential. A major reason
for Yugoslavia's failure to attract more capital
from the West is the feeling of many Western business-
men that the amount of control over the funds in-
vested is too limited to compensate for the risk
involved. However, the old rules change. In Janu-
ary 1J)71, Polish authorities announced that they were
wi' .ing to permit foreign firms to share in profit
from sales of joint venture products in domestic
markets. As a result, Kellogg (a US firm) announced
its interest in discussing a cooperative venture to
produce nitric fertiligzer.

US Involvement -- Why?

15. The problems arising from joint production
ventures in Eastern Europe appear greater to US
domestic firms than to the firms of West European
countries. This comparative disadvantage could
explain wvhy US involvement in joint ventures has
been limited almost entirely to the tourist field.
US firms appear to be more concerned than West
Eurcpean enterprises about the lack of control over
production in Eastern Europe. For example, Mr.
Robert Murphy, Chairman of Corning Glass Inter-
national, indicated in September 1970 that Corning
would not be "overly" interested in the type of
joint venture proposed by the Romanians, under
which Corning could participate in management and
share revenues but could not share in ownership.
According to Mr. Murphy, this would mean management
responsibility without the authority derived from
ownership. Representatives of Ford Motor Company
also have expressed the desire for some form of

-7 -
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partnership in any joint venture with Eastern Europe.
Ford wants to be able to exercise close quality con-
trol and to have some control over the size of the
labor force in the East European plant. The joint
venture could well be unprofitable if its operation
is saddled with unnecessary and inefficient labor --
a common condition in both East European and Soviet
plants.

l6. US firms are also confronted with some

problems not faced by West European business: public
opinion against buying Communist goods, the unwilliig-
ness of US dockworkers tc handle Communist goods,

and the difficulties of conducting such supervision
and control as is permitted from a great distance.
None of these disadvantages is insoluble -- the
Japanese, for example, are not put off by the distar:e
factor -- but US business attitudes together with the
above-mentioned disadvantages may well tend to dis-
courage most US firms from getting involved. Most

of the joint production ventures that are concluded
will probably involve West European subsidiaries

or affiliates of US firms and marketing in Western
Europe rather than the United States. The discus-

ions between Ford and Romania, for example, have
centered on the possibility of Romania's producing
components for Ford's plant in Cologne.

17. PFor the same reasons, US businessmen have
been hesitant to put capital into Yugoslav enter-
prises. But substantially increased US investment
in Yugoslav ventures is likely in the long run. The
possibilities for sharing control and repatriating
profits could become attractive and US opinion is
more favorable to Yugoslavia than to the East European
countries. The authority to grant government
guarantees on US business investment in Yugoslavia and
Eastern Europe, as requested by President Nixon, would
also help overcome the economic risks involved.

Economic Reform and Joint Ventures

18. Hungary and East Germany are the only two
of the six countries that have for ceveral years
permitted some enterprises to conduct their own
foreign trade instead of working exclusively through
state trading firms. On 1 January 1971, Poland
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initiated a .vstem that would ive industrial
combines and associations mor ontrol over their
own trade activities. Ror ~° ilso has given in-
dustrial associations grea oreign trade respoasi-
bilities. None of these countries, however, has
loosened central controls sufficiently tc permit
widespread dealings of Western firms directly with
the East European enterprises involved. Further-
more, as long as the major foreign trade goals con-
tinue to be handed down from the top, changes in the
organization of foreign trade activities will not
substantially affect East-West trade, Thus, the
formatioi of joint ventures and the introduction of
new technology will continue to be hampered by the
unwillingness of East European management to take
risks and by the relative inflexibility of central-
ized decision making.

19. The outlook for East-West joint production
ventures would greatly i.prove if the East Europeans
decided to permit some control by Western firms. So
far, however, no East European country is following
the Yugoslav example of trying to accommodate Western
capital ventures with Western participation in manage-
ment and partial withdrawal of profits. The Hun-
garians passed a law in July 1970 that permits a
foreign legal entity or enterprise to join an eco-
nomic partnership with Hungarian enterprises with
the permission of the Hungarian Minister of Finance
and on terms specified by him. So far, however, no
Western company is known to have made an investment
in Hungary. It is not known what the impact will be
on potential Western investors of the Hungarian
requirement that each investment transaction be ex-
amined individually by the Minister of Finance. The
Romanians state that they do not intend to permit
foreign ownership, but nevertheless they are study-
ing the possibility.

Country Studies: Romania and Yugoslavia

Romania

20. Romania has been pushing joint ventures with
Western firms since the early 1960s, but has not yet
permitted direct investment by foreign firms.

Romania has stressed that in joint projects =-- whether
tourist centers or industrial plants -- the property

-9 -
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must remain Romanian. The Romanians are, however,
willing to be flexible in some matters such as
management, quality control, and sharing of profits.
and in order to attract the type of joint ventures
they most want -- that is, those involving advanced
technology -- the Romanians may be forced to allow
foreign investment. If so, they almost cexrtainly
would insist on hold:ug the majority share.

21. The value of Romanian joint production
ventures -- in terms of imports of technology and
machinery from the Western partner -- may now be
larger than for any other East European country ex-
cept Hungary. Perhaps the largest venture is the
ten-year contract signed in 1969 with Maschinenfabrik
Augsburg-Nuernberg A.G. (MAN) for licensing and co-
operation in the production of trucks and buses in
Romanian plants. The vehicles are to be eqguipped
with engines by Saviem of France, which will be
delivered by the French partner of MAN, The
Romanians may receive as much as $25 million worth
of equipment under this contract.

22. The Remanians are especially interested in
joit ventures that increase their export earnings,
particularly from hard currency areas. The agree-
ment with MAN, for example, will permit the Romanians
to produce diesel trucks, which are easier to market
than are the gasoline-engine trucks which now com-
prise Romania's total output. The Romanians also
have set up at least two joint ventures which will
result in exports tc the Western partners as com-
pensation for machinery and equipment purchased
from these countries. As partial payment for the
automobile plant purchased from Renault, Romania
is producing gear boxes according to Renault speci-
fications for the French Estafette vans. Another
such venture is the cooperation protocol between
the Romanian and British aircraft industries arising
from the purchase of six jet airliners from the
British Aircraft Corporation. Under a cooperation
agreement with the Britten Norman firm, Romanian
enterprises assemble Islander light transport air-
craft from kits provided by the British firm and
fly them back to Britten Norman.

23, The Romanians are interested in promoting
joint production ventures with industrialized
Westera countries in third countries. According

- 10 -
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to an agreement signed in 1967, Romania and France
were toc provide equipment and technical assistance
for an Indian oil refinery at Haldia, West Bengal.
For the most part. however, the Romanians have not
met with success in persuading industrialized
Western countries to join them in this type of ven-
ture. In 1968, for example, the Lummus Company of
the United States refused to bid on a refinery in
Iran because they were not prepared to assume the
obligations under the required guarantees on the
Romanian equipment to be used.

24. Another type of cooperative venture that
interests the Romanians is the formation of joint
companies in Western countries. 1In October 1969,
they signed a small agreement with Chile to create
a joint company to explore and develop Chilean
copper and other mineral deposits. Investment
in the first stage of the company was reported at
$200,000 with Romania providing 49% and the state
mining enterprise of Chile supplying 51%.

25. Rcmania has established several cooperative
marketing ventures in Western countries such as
Arcode, a mixed company with the United Kingdom
for marketing chemicals; Decofra and Sotecom with
France for chemicals, textiles, machine tools, and
industrial plant; Contichemie with West Germany for
chemicals; Romital and Vitama with Italy for chemi-
cals and machine tools; and Petra with the Nether-
lanis for plant and equipment to be used in the oil
industzry.

26. Romanian attempts to establish joint ventures
with the United States have generally failed. Only
two joint venture agreements are known to have been
implemented. One of these involved an agraement to
bottle Pepsi-Cola for sale in Romania. The other is
an arrangement with Intercontinental Hotels for the
construction of a tourist hotel in Bucharest. This
hotel is to be completed in 1971. 1In addition,
Tower International, Inc., reportedly has agreed
to construct four Holiday Inns in Romania. However,
neither Ford nor Corning Glass has been willing to
accept Romanian terms for joint ventures.

- 11 -
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Yugoslavia

27. In July 1967 a new Yugoslav regulation per-
mitted foreign capital investment in Yugoslav enter-
prises. Since then, about 27 contracts involving
more than $63 million worth of foreign investment
have been signed. About $40 million of this total,
involving about 15 contracts, has been from the
West. Of this, $30 million concerns the expansion
of the Crvena Zastava automobile plant, in which
FIAT has been involved since 1954. Under two separate
co! tracts, one signed in 1968 and one in 19639, FIAT
has invested $22 million in the Zastava plant. 1In
addition, the International Finance Corporation has
agreed to invest $8 million in the expansion of the
Zastava plant. Most other transactions involve
Western investments of well under $1 milliorm.

28. The ~-stablishment in early 1970 of the
International Investment Corporation for Yugoslavia
(IICY) should help promote Western investment.

The IICY has a capitalization equivalent to $12 mil-
lion. Among the subscribers are ten Yugoslav banks,
the International Finance Corporation of New York,
and West German, Britist and Japarese banks.

29. The US firm Printing Developments Inter-
national (PDI) has invested a small amount in a
Yugoslav enterprise (see Appendix A). Negotiations
for investment are in progress with several other
US firms, including Ford and Union Carpide. Ford
is considering the construction of a factory to
.. produce agricultural tractors in Yugoslavia. Union

Carbide is discussing with the Croatia factory the
possibility of providing the Yugoslav plant with
machinery and equipment for battery production in-
tended for markets in other East European countries.

30. Yugoslav law permits investment by the
foreign firm of up to 49% of ‘:he total capitalization
of a venture. Profits are split according to the
share of investment. In some cases transfers of
funds to the foreign investor are made through trans-
fers of hard currency, in other cases through Yugoslav
exports. Until recently, the foreign partner had to
reinvest at least 20% of its profits, but in January
1971 the Yugoslav Federal Assembly's commission on
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currency reform passed amendments which will free
the foreign partner of this obligation. Profits

are taxed at a maximum rate of 35%, with lower rates
applied if part of the orofit is reinvested in
Yugoslavia. Each joint enterprise is run by a
business board on which the foreign partner is
represented. Management rights vary from contract
to contract although ultimate control rests with the
Yugoslav partner. The obligations of the foreign
partner also vary but can include traininc of Yugo-
slav personnel, marketing of output in hard currency
areas, and supplying raw materials required in the
unit's production process.

3l. The amendments on the reinvestment require-
ment together with recent steps to clarify the
foreign investor's right to repatriate all initial
capital have removed some of the obstacles to foreign
investment. However, several problems still confront
Western firms considering investment in Yugoslavia.
In addition to demanding guarantees on the repatria-
tion of capital, Daimler-Benz-Mercedes has made the
signing of a final contract with Fap-Famos of Belgrade
contingent on the latter's providing a guarantee
assuring a share of the profits in Deutschemarks
and a clear agreement on compensation in the event
of expropriation. Other major problems are the
Yugoslav tax on profits and the limited control
over production thus far permitted the foreign in-
vestor. Moreover, the Yugoslav economy has been
highly unstable, causing the government to repeatedly
step in with controls on prices, imports, and credits
for investment and consumption. At least two US
companies, Smith-Corona and Kaiser Aluminum, have
backed out of joint ventures after lengthy negotia-
tions with Yugoslav companies.

ProsEects

32. In spite of the disappointing results to
date, Hungary, Poland, Romania, anc Yugoslavia
plan to continue to push joint ventures with the
West. Bulgaria does not appear to be eager to pro-
mote such ventures. Czechoslovakia has not en-
couraged joint ventures with the West since August
1968 and East Germany never encouraged them. Western
interest appears to continue and may increase.

- 13 -

Approved For Release 200/03NFIEMIREPIFDo875R001600040030-4




Approved For Release aOROFID ICMRPRE5T00875R001600040030-4

A number of long-term trade agreements between
Eastern Europe and the West contain pledges tc
promote cooperation ventures. The West German agree-
ments with Czechoslovckia, Hungary, and Poland state
that deliveries from joint companies will benefit
from reciprocal tariff and other concessions and
will be exempt from quantitative restrictions. The
Romanian long-term agreement with the Benelux coun-
tries contains an agreement to expand research into
and the formation of joint ventures aimed at ex-
ploiting third markets, as well as the promotion of
tourism in Romania. To the latter end, the Benelux
countries are to provide technical assistance such
as advice on catering and on hotel management.

33. An example of the intentions to promote Jjoint
ventures is the new mixed company -- EURCO -- formed
by Hungary and France. Five French companies of the
Pechiney Group together with the Banque de Paris et
des Pay-Bas have joined with six Hungarian enter-
prises and the Hungarian Foreign Trade Bank to form
this company. The initial capitalization of this
company, which started operations in Paris on 1
September 1970, was 750,000 French francs held
equally by the French and Hungarian shareholders.

The major aim of the company is to promote Hungarian-
French cooperation in constructing plants in and
selling exports to third countries.

34. Joint ventures between Eastern Europe and
the West probably will gain rapidly in importance
over the next few years. The outlook for coopera-
tion in tourism is particularly good. Holiday Inn,
for example, plans to build 36 inns throughout
Eastern Europe (including Yugoslavia) over the next
ten years in cooperation with Tower International,
Inc., and Occidental Petroleum Corporation. Pros-
pects for production cooperation in techrologically
advanced fields, however, are not so bright because
of the low level of East European techniques, in-
herent difficulties in dealing with East European
firms (including the slow decision-making process),
the fear of many East Europeans to take the risks
involvel in entering joint ventures, and the un-
willingness of East European countries to give any
significant amount of control to the Western firm.
Zycie Warsaawy, in the 14 and 15 October 1970 issues,
criticized Polish enterprises which had turned down
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opportunities for industrial cooperation. Part of
the problem, it was noted, is that the risk fund

is not sufficient and that the enterprise plan
allows ne leeway for taking on new unexpected proj-
ects. The author, Henry K. Chadzynski, also said,
"Perhaps in some justifiable cases, as 3ome
specialists wmaintain, it would be possible to give
coproduction activities the form of companies along
the lines of common shares in capital outlays, risk,
and profits. This would make it possible to couple
common production and technological policies closely
with a uniform trade policy and thus to avoid many
conflicts.,"

35. Many Western firms, such as Ford, dc not
wish to become involved in production ventures in
Eastern Europe unless they can arrange for a
partnership with some degree of control and a share
of the profits. If any East European country does
decide to permit some control by Western firms --
even on a minority basis -- the outlook for joint
ventures in that country will greatly improve.

Eut, as evidenced by the Yugoslav case, just per-
mitting foreign investment is not enough. The
Yugoslavs themselves will have to loosen their regu-

~ lations considerably in order to attract the amount
of capital and quality of technology they desire from
the West.
Conclusions

36. The major benefits the East Europeans hope
to glean from joint ventures with Western firms are
advanced technology and increased hard currency ex-
ports. Of secondary importance are the employment
of labor, training for koth labor and management,
and exports to less developed countries. East
Furopean gains from joint ventures have so far been
meager.

\ 37. The major potential advantages which could
‘ accrue to a Western firm participating in a joint
production venture in Eastern Europe are access to
additional labor (possibly at lower wage costs),
an expansion of capacity (which may be limited in
the West), and improved access to East European
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markets. However, there are also significant dis-
advantages, which have held back the development of
joint ventures. Regular commercial trade itself is
difficult -- the slow decision-making process which
makes for long and costly negotiations, the inability
to deal directly with East European enterprises, and
the increasing insistence of the East Europeans on
barter arrangements. The Western company that enters
into a joint production venture in Eastern Europe
faces not only the traditional difficulties but also
those connected with the protection of the firm's
quality reputation, technology, and markets. US
firms are more hesitant than West European f£irms to
engage in joint production ventures.

38, The outlook for East-West joint production
ventures would greatly improve if the East Europeans
were willing to allow a meaningful measure of control
by Western firms. So far, no East European country
has followed the Yugeslav example of permitting
Western investment with Western participation in
management and partial withdrawal of profits.

Hungary has passed a law permitting foreign firms
to form a partnership with a Hungarian enterprise
with the approval of the Minister of Finance; the im-
pact of this requirement on potential Western in-
vestors is unknown. Yugoslavia, somewhat disap-
pointed at the small inflow of Western capital, has
recently decided to repeal the requirement that
foreign firms reinvest 20% of their profits. This
decision could be beneficial, but the Yugoslavs
will have to loosen their regulations further if
they are to achieve a significant increase in the
volume of Western capital and desired technology.

39, Soviet reactions to East European efforts
to imprcve economic relations with the West remain
mixed. In some cases, Moscow encourages East
European countries to "test the water", in others
they draw the line. Most recently, Czechoslovakia
has overcome the strain in its relations with
the West caused by the Soviet invasion of 1968.
Once again, the Czechs are expanding trade contacts
and seeking Western technology, probably with Soviet
blessing. In the longer run, it seems probable that
East European joint ventures with the West will
increase in numbers and economic importance. Both
sides =-- East and West -- will have to compromise
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long-held views with respect to the institutional
arrangements under which these ventures are carried
out. Government measures to protect US risk capital
seem likely to eliminate one major obstacle, And

in the thorny area of control of the joint enterprise,
major Western manufacturers will need to have
reasonable assurances of cost and quality control
over the product adequate to make the venture viable.
If such compromises cannot be reached, joint ventures
are more likely to remain as exceptions in the pro-
duction process rather than become standard arrange-
ments. However, there are many signs that the East
Europeans will change the rules of the game, reflect-
ing the importance they attach to Western technology.
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Some Exarples of East-West Cooperative Production Ventures —

APPENDIX A

a/

Date b/

Communist Country Western Country

Description

1969

1970

1970
]

6T

1970

1970

Czechoslovakia

East Gemmany

Hungary

Hungary

Hungary

West Germany

Japan

Austria

Switzerland

United Kingdom
and
United States

Deutsche Babcock and Wilcox announced the signing oI a seven-year coopera-
tion agreement with the Slovak boiler makers, Slovenske Energeticke Stro-
jarne. The aim is the joint production and marketing of large boiler in-
stallations wi’h a stean output of over 700 tons an hour. Babcock and
wWilcox will undertake part of each contract secured by the two partners in
Czechoslovakia and in third countries.

The East German machine tool works of Aschersleben concluded an agreement
with the Japanese firm Sumitomo Shoji and the machinery plant Homm2 Kinzoku
Kogyo whrereby East German machine tools will be equipped with electrical and
hydraulic units of the Japanese firm and marketed in Japan and in third
countries.

Under an agreecent between the Austrian Steyr-Daimler-Puch Company and the
Hungarian Ikarus —otor plant and the Hungarian State Foreign Trade Agency,
Steyr and Ikarus will jointly manufacture large buses to be marketed under
the brand nane of "Steyr-Ikarus.” The Austrian ¢ de is to provide motors
and frames and the buses are to be assembled by - . Hungarian plant. This
deal is a broadening of a cooperation agreement concluded in 1969.

The Swiss Sandoz Pharmaceutical Company and the Hungarian United Pharmaceutics
and Nutriments Manufacturing Company have signed a peration agr t for
the manufarture and distribution of certain pharmaceuticals. Cver a three-
year period, the Swiss firm will deliver finished basic materiais from which
the Hungarian company will manufacture tablets, pills, suppositories, and
injections. In 1973 the Hungarians will receive a license to manufacture the
basic material. The Swiss company is to take some Hungarian prezparations for
manufacture and distribution.

Transelektro of Hunaary signed a ten-year agreement with Clark Equipment, a
British subsidiary of a US firm, whereby the Jaszbereny Refrigerator Works of
Hungary will produce storage and vending counters under a Clark license. The
agreement includes exclusive rights to market the counters in other Communist
countries. 1In addition, Clark will handle the marketing of the counters in

the West. Payment for the license is to be in the form of products, including
components for foreign partners of Clark. Details of any improvements made to

the counters are to be passed on to the Hungarian firm.
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Communist Country Western Country Description

Romania France The Pitesti automobile plant prcduces 40,000 gearboxes a year for the French-
produced Renauit Estatette utility van. The second agreement, which covers
1971-73, calls for the Romanians to increase their deliveries of components.
In 1972, the Romanians will begin to export front ard rear cxles for the
Estafette van.

Italy Joirt manufacture of electric generating sets. The Romanian partner, Masinex-
port, supplies the generatcIs, and the Italian firm Isotta Fraschini provides

the diesel engines transmissions, and control panels for automated operation.

Romania United Kingdom ~he Britten Norman firm provides two Romanian enterprises with kits of parts
for the Islander light transport aircraft. The Romanians assemble the
sircraft and ther fiv them back Lo thke British firm. Under this contract, the
Romanians are to build a total ¢ p7 ¢ ~<0 Islanders at a rate of 50 a year.
The firc* eight Islanders were c 1969.

west Germany Cooperation in truck and bus proéu \est German partner Maschinenfabrik
Augsburg-Muernberg (MAN) will sug, ology, name, and some parts; Romania
wi1ll construct the vehicles, which _car a joint trademark. Diesel engines
for the vehicles are to be provided .., saviem of France. Deliveries to
Romania may be as much as 325 million, of which about one-fourth is to come
from Saviem. Partial production is to begin in 1971 and full pruduction should
start in 1972. Part of the output is to be exported.

Romania =he Romanian trade enterprise Technoimport has signed an agreement with the
Frenct company Societe Nationale Industrielle Aerospatiale (SNIAS) for the
joint ranufacturs in Romania of Alouette-III helicopters. In addition, the
Romanians will manufacture parts for the French production line of the
Alouette-III. In 1373 the Romanians reportedly are to begin the manufacture
of a move powerful twin-engine helicopter, the Puma SA-330. The Puma was
designed by the French in cooperation with Britain's Westland Aircraft Company.

Yugoslavia Two joint investment agreements between the Crvena Zastava automcbile plant in
Kragujevac and FIAT for expansion of the Zastava plant. The latter invested
§5 million (11% of the total investment) under the first contract and $17
million (27% of the totzl) under the second contract. In addition, the Inter—
national Finance Corporation has agreed to invest §8 million.

Yugoslavia Joint investmen® agreement between the lead and aluminum products factory of
zagreb and Tubetificio Ligure SPA of Italy for a plant at the Yugoslav factory
to manufiacture acrosol spray containers and aluminum cans. Under the 15-year
agreement the Italian firm is to provide technological information and $152,000
ir capital (30% of the total investment) .

Yugoslavia United Kingdom The Belgrade Printing Works (BGZ) and the London office of Printing Developuents
and International (PDI) of New York, a subsidiary of Time, Inc., created a separate
United States entity called “Studio PDI-BGZ" under a joint investment agreemant. As lessor

of a "Scanner-PDI™ Machine, PDI of New York is an outside third party to the

agreement. PDI has invested $159,000, which is 49% of the total investment.
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5 Date b/ Communist Countrv Western Country Description
L, 1969 Yugoslavia West Germany Tovarna Automobilov v Mariboru {TAM) concludei another agreement with
- 1 Deutz. Under the ten-yvear arrangement Deutz will provide $2 million toward
Y— the expansion and modernization of the TAM works in Maribor. TaM has
o manufactured trucks and buses under a Deutz license since the late 1950s.
—
2 ' 1969 Yugoslavia Sweden Joint investment agreement between UNiS of Sarajevo and SKF of Sweden for
Z construction of a ball-bearing plant. SKF investment is $3 million -- that
- is, 23% of the total investment. SKF is to market 20% of the plant ocutput.
— Construction began in July 1970.
r‘ 2. for : Iise 57 varlicr yrooments soo EF 1M F3-37, East-West Cooperative Ventures, July 1965, CONFIDENTIAL/
|
25X1 p. Dzte the agrev-omt was concluded.

TVLINTIULINOD
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APPENDIX B

Selected East-West Joint Trading Companies and Marketing Arrangements

pate 2/

Communist Country

Western Country

Description

1966 b.’

1967

1969

1964

1969

1969

1970

1965 b/

1968 b/

1968

Bulgaria

Bulgaria

Bulgaria

Czechoslovakia

Czechoslovakia

Hungary

Hungary

Poland

Poland

Romania

Netherlands

France

Japan

United States

Italy

France

Spain

West Germany

Netherlands

West Germany

Joint trade company, held 55% by Machinoexport of Bulgaria and 45% by the
Dutch firm Maringson Mii N7. Except for sale of Dutch nmachinery in
Bulgaria, the firm's activities are restricted to Western Europe. Profits
are divided equally.

Joint company Sofbim to promote sales of Bulgariar equipment in France.
Shares of ti.c Paris-based firm are divided 50-5J between Bulgarian and
French intercsts.

Bulgarian Iron and Steel Export Corporation bought an interest in the Japanese
firm Nichibu. Under joint Bulgarian-Japauese management, the firm will trade
in iron and steel and in macninery for the iron and steel industry, primarily
between Bulgaria and Japan.

US firm Simmons receives metalworking machinery from Czech partner Skoda.
After slight modification the machines are marketed under Simmons trademark
and through Simmons outlets.

Joint trading company Kez Italiana markets Czech products, mainly electric
motors, in Italy. The Milazn-based company is held 51% by czech interests and
49% by Italian interests.

Joint trading company Technotrans, based in France, to promote sales cZ
Hungarian goods in France, maialy machine tools and electric motors. The
partners will also cooperate in looking for products needed by Hurgarian
industry. Ownership is €0% French and 40% Hur.carian.

A joint company for the marketing of Hungarian textiles and clothing was foxmed
between Hungarotex of Hungary and Intertextil of Spain. The new joint ccapany
is called Hungarotex-Espanola S.A.

Joint trading company, Deploma, based in West Germany, to prcmote trade in
heavy machinery between Poland and West Germany. ownership is 55% Polish and
45% West German.

Joint tradirg company International Production Handelsmaatschappij Calarda,
based in Amsterdam, imports and exports agricultural and industrial products.
Emphasis is on Polish exports.

Joint trading company to promote trade in chemical and pharmacutical products
between the two countries. Partners in the West German-based company are the
wWest German firm Chemie Handelskontor and Romania's Chimimport.

a. Date the agreement was conciuded, unless otherutse “ndicated.
b. First noted.
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APPENDIX C

Other East-West Ventures

Date a/ Communist Country Western Country Description

1967 Czechoslovakia United States Agreement providing for Tower Internaticaal, Inc., of the United States to
provide capital and know-how in construction of a tourist hotel in
Czechoslovakia.

1966 Hungary United States Agreement with Tower International, Inc., on building a hotel in Hungary.
Hungary is to provide the site and some capital; Tower is to provide
advisers and capital and to receive a percentage of gross receipts over
a period of years.

1969 b/ Hungary United States Sheil Gil Co. will help construct Shell gasoline stations in Hungary (ten

and initially) and will supply management, advice, and Western goods and parts.
Netherlands Hungarian agencies will own the stations.
1968 b/ Romania United States Cooperation with Interzontinental Hotels of the United States in construction

of o tourist hotel in Romania.

@. Late the agreement was concluded, unless otnerwise indicated.

b. First noted.
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